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CI Investment Grade Bond Fund
The period was dominated by a significant rise in government bond yields globally. Central bank
confidence in the economic outlook, rising inflation and a reduction in emerging market risks
provided the impetus for the move in interest rates. The U.S. Federal Reserve, Bank of Canada and
the Bank of England all raised their overnight policy interest rates during the period. Ten-year
Government bond yields rose 20, 26, 29 and 17 basis points in the U.S., Canada, U.K. and Germany
respectively. Ten-year bond yields in Germany outperformed other markets modestly over the
period as political developments in Italy and Spain led to a flight-to-quality bid in Bunds.

Investment-grade corporate credit spreads, as defined by the Bloomberg Barclays Aggregate
Corporate Average OAS Indices, declined by 17, 8 and 4 basis points in the U.S., Europe and the U.K.
Credit spreads in the U.S. dragged other markets lower on strong stock performance (S&P 500
Index up 7.7% for the quarter). Additionally, U.S. credit spreads were supported by all-in yield
buying, reduced new issue supply and a pick-up in foreign buying. Canadian corporate credit
spreads, which outperformed in previous periods, widened slightly as long corporate bonds were
subjected to duration-related selling.
The fund derives its return from the movement in government bond yields and credit spreads. For
the quarter, the fund returned -0.45%. The comparable return for our benchmark, the FTSE Russell
All Corporate Bond Index was -0.46%. The benchmark is a Canadian-dollar denominated index.

The portfolio maintained a lower duration than the benchmark (average 5.7 years versus 6.3 years)
over the period, which was beneficial given interest rates rose. The fund’s exposure by currency
(fully-hedged) over the period was approximately 45% U.S., 54% Canada and 0.3% Europe. The
fund benefitted from: 1) a lower duration than that of the benchmark given interest rates were
rising and 2) exposure to U.S.-dollar-denominated corporate bonds which tightened in spread
relative to those in Canada and Europe. The portfolio’s modest outperformance relative to the
benchmark was dampened by a strong countertrend rally in interest rates which took place in
August. Not only did interest rates rally while the fund had lower duration, but Canadian
government bonds outperformed almost all global counterparts in the rally and therefore we
underperformed given the currency exposure mix of the portfolio. In August, the benchmark
returned 0.82% while portfolio returns were 0.59%. The fund’s exposure to Broadcom, Campbell
Soup, Comcast and Canadian Airports were also a headwind to better performance, as credit
spreads in these names widened due to company-specific developments.
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Market Outlook
In our view, the current economic cycle is becoming very mature. Our reasons for suggesting this
are as follows:
•

•
•

In our view, global growth peaked in the fourth quarter of 2017 following a strong
synchronized growth period across both developed and emerging markets. Risk asset prices
typically peak 4-5 quarters following this.
Risk asset prices usually near their peak about four quarters after investment-grade credit
spreads reach their lows. Credit spreads bottomed in January 2018.

Quantitative easing, that is, central bank balance sheet expansion, which has been a
significant contributor to the rally in risk assets, peaked in May 2018. In early 2019,
quantitative easing will turn to quantitative tightening as central balance sheets, in
aggregate, will begin to shrink.

This later stage economic cycle narrative warrants continued reduction in credit exposure. That is
because credit spreads have reached their lows and the probability of spread widening increases.
Positive excess returns from long credit exposure can become negative. This, combined with
corporate balance sheets that are highly leveraged make the risk/reward in credit uncompelling.
The fund is reducing its exposure to credit in aggregate and specifically in the U.S. market.

Interest rate volatility also tends to rise late in the economic cycle. This is because central banks
continue to tighten monetary policy as the output gap diminishes. This requires increased active
management of duration, but also a recognition that duration may need to be increased as interest
rates back up, rather than reduced, as the end of cycle raises risk asset volatility and a core bond
fund must deliver negative correlation to a risk asset selloff. Additionally, at the end of the cycle,
central banks move from tightening monetary policy to easing, and this is when longer duration
historically delivers the best returns in fixed income.
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IMPORTANT DISCLOSURES
Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments.
Please read the prospectus before investing. The indicated rates of return are the historical annual compound total returns
net of fees (except for figures of one year or less, which are simple total returns) including changes in security value and
reinvestment of all distributions and do not take into account sales, redemption, distribution or optional charges or income
taxes payable by any securityholder that would have reduced returns. Investment funds are not guaranteed, their values
change frequently and past performance may not be repeated.
This report may contain forward-looking statements about one or more mutual funds, their future performance, strategies
or prospects, and possible future fund action. These statements reflect the portfolio managers’ current beliefs and are based
on information currently available to them. We caution you not to place undue reliance on these statements as a number of
factors could cause actual events or results to differ materially from those expressed in any forward-looking statement,
including economic, political and market changes and other developments.
This commentary is published by Marret Asset Management Inc. It is provided as a general source of information and
should not be considered personal investment advice or an offer or solicitation to buy or sell securities.
Information herein was obtained from various sources believed to be reliable but is not guaranteed for its accuracy. Where
such statements are based in whole or in part on information provided by third parties, they are not guaranteed to be
accurate or complete. MAMI is under no obligation to update this commentary and readers should assume the information
contained herein will not be updated. MAMI, its affiliates and related entities and any director, officer or employee are not
liable for any errors or omissions in the information or for any losses or damages arising from any use of this document or
its contents.
All opinions, projections and estimates herein reflect the author’s judgment as of the date of the document, may not be
realized, and are subject to change without notice. The information contained in this document, including information
relating to interest rates, market conditions, tax rules and other investment factors are subject to change without notice.
Nothing in this document is or should be relied upon as a promise or representation as to the future.
This information is confidential and may not be redistributed.
Marret Asset Management Inc. is a subsidiary of CI Financial Corp. and an affiliate of CI Investments Inc.
Published November 6, 2018.

